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The free trade schemes could be turned into 
nonsense by a continuation of the last year’s 
chronic unbalance in European exchanges. 
More needs to be done in the adjustment 

of domestic economies. 


HE year 1957, the period of preparation for the common 
market in Europe, will ironically be recalled in 
economic history primarily for the turmoil of the exchange 
markets, the disequilibrium of balances of payments, the 
uneven redistribution of gold reserves, the conflict of 
domestic policies—all the symptoms most out of keeping 
with the economic cohesion and integration for which the 
common market stands. It is an unpropitious curtain-raiser, 
Britain has taken the necessary domestic action which alone 
can restore sound and stable relationships in international 
payments. France has not done so, and therein lies a threat 
to Europe’s hopes of free trade. 
The foreign exchange scene in Europe in the first nine 
months of this year was dominated by the strength of the 
German mark. That fact led many to insist that the onus 


GOLD AND DOLLAR 
RESERVES* 


UK AND COLONIES 


W.GERMANY 


mid 1953 mid'55 
Including unofficial working balances in dollars 


Oct'57 


of action was upon Germany. Certainly, a German revalua- 
tion would have made for a better balance in European 
payments, without involving the dread inflationary con- 
sequences of, for example, a major fiscal or monetary boost. 
But revaluation, especially if it were of a modest degree, 
would have carried important long-term dangers. It would 
have represented a major voluntary departure from fixed 
rates: at every subsequent exchange crisis the rumours of 
depreciation, appreciation and wider margins would have 
been still stronger than hitherto. 

The German authorities stubbornly insisted that medicine 
was for the sick. As they saw it, the basic cause of the 
imbalance, of which the strength of the mark was one facet, 
was to be sought in the regrettable propensity for inflation 
indulged in by most other countries of Europe. Germany 
has tasted the bitter fruits of extreme inflation twice in a 
generation and does not mean to do so again. Like all 


The Exchange Turmoil 
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policies based on emotional reactions from extremes, 
Germany’s watch against inflation has blinded the authorities 
to other dangers, and unduly restricted their manceuvre. 
The German consumer and Germany’s neighbours have 
suffered in the process. That provides no excuse for the 
toleration of soft economies elsewhere: indeed, as Britain 
recognised in September, it enhances the need for a vigorous 
shake-down. The pity, in retrospect of the exchange crisis 
of this summer, is that on both the wider questions of 
policy and in the immediate tactics in the crisis, the qualities 
of co-operation and understanding were not more strongly 
in evidence. 

The underlying reason for the strength of the German 
mark has been the substantial and persistent surplus in the 
West German balance of payments. In 1955 the current 
surplus amounted to DM 2,945 million. In 1956 it had 
risen to DM 5,499 million ; and during the first eight 
months of 1957 it was running at an annual rate of DM 
7,800 million—equivalent to no less than £685 million. 
Behind these impressive surpluses lie a great deal of hard 
work and rigid labour discipline, a supply of labour con- 
stantly replenished by immigrants from Eastern Germany, 
a consequent brake on demands for higher wages (though 
the brake linings are beginning to wear decidedly thin) and 
an industry geared almost wholly to satisfying civilian 
requirements at home and to the export markets. 

This genuine surplus on trading account has in turn led 
to widespread anticipation of an up-valuation of the currency 
and consequent movements of capital and outright specula- 
tive operations, which have offset in part repayments of 
debt, credits to EPU and other capital outflows. The 
inflow of gold and dollars to the German central bank in 
the first nine months of the year came to near $1,000 million. 

German credit and fiscal policy has not attuned itself 
to the demands of external balance. Admittedly, the 
rate of discount of the Bundesbank was reduced from 5} to 
5 per cent in January and again to 4 per cent in September ; 
but the effective rates are those charged for accommodation 
by the commercial banks. These, with a 4 per cent Bank 
rate, range today between 6$ and 11 per cent. The rates 
charged by commercial banks in Germany remains to this 
day higher than that borne by the customers of banks in 
Britain—even with the Bank of England rate at 7 per cent. 
The increase in liquidity stemming from the exchange inflow 
has consistently been countered by the German monetary 
authorities through restrictive open market operations. 
German budgetary policy too, at least until recent months, 
worked in a restrictionist way. From 1951 to 1956 the 
Federal budget showed a substantial cash surplus. In the 
last financial year there was approximate balance between 
revenue and expenditure and since April there has been 
some deficit. 

It would be unfair to accuse Germany of complete 
unwillingness to co-operate in the initiation of a good 
creditor policy. Helpful action has been taken in matters 
impinging directly on the balance of payments. Germany 
has removed all restrictions on payments to other countries ; 
the recent abolition of the last controls on the export of 
capital by residents has made the D-mark a truly con- 
vertible currency. Substantial reductions have been made 
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in import tariffs, and all discrimination against hard currency 
imports has been removed. Germany has accelerated the 
repayment of foreign indebtedness. In particular, the 
German government has accumulated in sterling a balance 
of £75 million, which represents ten annuities due on the 
postwar debt owing to the United Kingdom. Moves have 
been made to encourage the export of capital ; the German 
central bank has arranged dollar loans (repayable within 
three or four years) to the World Bank totalling $175 
million. But without the underlying shift in domestic 
policy, all this tends to be action against the tide. Invest- 
ment in Germany is more remunerative than investment 
abroad ; while selling tends to be easier and more remunera- 
tive abroad than in Germany. 


INCE Britain’s dramatic act of defence, the exchange tide 

has turned. In October, Germany’s surplus with the 
European Payments Union was only $20 million, the 
smallest for two years and contrasting with surpluses of 
$237 million and $280 million in the two preceding months. 
But the hard core of the disequilibrium, Germany’s chronic 
tendency to current external surplus, remains and must be 
expected to re-assert itself once the adjustment of past 
speculative positions is completed. 

The reverse side of the dominance of the D-mark has 
been weakness in most other European currencies. In the 
main, however, the pressure has been taken by sterling. In 
part this reflected sterling’s own weakness, not on current 
account but in the fears for a decline in its domestic purchas- 
ing power. But the pressure was due also to the fact that 
sterling is a world currency and therefore especially vulner- 
able both to uncertainties in international politics and to 
any sustained speculative movements: to get into D-marks 
(or dollars or gold) sterling gets sold. 

After mid-1956 substantial working balances were 
shifted from London to Frankfurt as well as to other 
capitals, driven from sterling by events in the Middle East, 
by evidence of the inflationary spiral of wages and prices in 
Britain and also by the attraction of a possible revaluation 
of the mark. Sterling balances have been withdrawn also 
by the outer countries of the sterling area, and notably by 
India, in order to finance their deficits with the rest of the 
world. Some of these strains must be expected to continue, 
and the current surplus must be fortified to meet them. 
But others, including the weighty leads and lags in current 
payments are being checked, indeed reversed, by the 
Government’s new and evident determination to maintain 
the internal and external purchasing power of sterling. 

It is a measure of the distance that governments and 
officials have travelled in their understanding of inflation 
in the past few years that the intense pressure on Britain’s 
reserves was met wholly by domestic measures, without 
any fundamental retreat on the road of liberalisation of pay- 
ments and trade. Britain in this past year has been taking 
further steps towards non-discrimination, with more goods 
placed on the open general licences list and the travel 
allowance extended for the first time to tourists who wish 
to visit dollar countries. The only steps backward 


were the restriction of re-financing facilities in the 
London market imposed at the time of the Bank rate 
increase, and the closing in July of the gaps in exchange 
control in the free markets of Kuwait and Hong Kong, 
through which resident sterling was escaping into dollar 
securities which were then sold back to investors in the 
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United Kingdom. These gaps were closed by rescinding 
the previous freedom of UK residents to buy foreign 
securities from residents in the rest of the sterling area. 
The accumulation of dollar securities by UK residents in 
the first half of the year had been very large, probably 
around $200 million. Subsequently it fell sharply, though 
the crumbling of prices in Wall Street and in the Canadian 
markets obviously played their part. 


HE centre of persistent exchange weakness in Europe 
has been France. The balance of payments has been 
in large current deficit; the war in Algeria has weighed 
heavily on the budget and on France’s manpower resources ; 
capital has been steadily ebbing away into gold or out of the 
country. The reserves of the stabilisation fund reached 
rock bottom in the early summer, necessitating the drawing 
of £100 million from the reserve of £300 million held by 
the Bank of France, normally regarded as sacrosanct. By 
early August devaluation had become inescapable ; but the 
veiled and partial operation (completed in October) provided 
only temporary relief. Now all hopes must be set on M. 
Gaillard, the new prime minister, who showed promising 
signs of firmness as finance minister in the last government. 
The pressure of a buoyant D-mark has been felt also 
by other countries neighbouring on Germany, and particu- 
larly by the Netherlands and Belgium. The Dutch Bank 
rate was raised from 44 to § per cent in August. In 
September an austerity budget was enacted and warnings 
were given by the Netherlands Bank to the commercial 
banks against further extensions of credit. The loss of 
gold called for a reinforcement of the reserves, secured 
through a credit of $1373 million from the IMF, one half 
drawn and one half left as a stand-by credit. Subsequently 
the guilder achieved a strong recovery. 

The Belgian Bank rate was raised from 3} to 4} per cent 
in July. This was followed by increases in taxation intended 
to reduce Government borrowing at the central bank. The 
Belgian authorities have also been compelled to tighten their 
exchange control in a manner involving an appreciable 
retreat from the goal of full convertibility, which the Belgian 
franc had almost reached. In October restrictions were 
reintroduced on export of capital by Belgian residents and 
Belgian exporters were no longer allowed free use of the 
proceeds of their sales abroad. 


HE general picture of this exchange turmoil and im- 
balance in Europe has had its darker outlines em- 
phasised by the reappearance of the dollar problem. In the 
last quarter of 1956 and the first quarter of 1957 the rest of 
the world lost dollars to the United States for the first time 
for five years. Rough equilibrium was restored in the second 
quarter of 1957, but only by dint of some exceptional move- 
ments of capital by oil companies to Venezuela. The slow- 
ing down of business activity in the United States has been 
reflected in its imports and has also put a keener edge to the 
American export drive—though part of the increase in 
American exports in the first half of this year reflects the 
temporary switching of Europe’s oil purchases as a result 
of the dislocation in the Middle East. 

There have been signs too of a recrudescence of pro- 
tectionist sentiment in the United States, reflected in 
restricted quotas for the import of woollen textiles, 
“ voluntary ” restrictions on the import of oil and a spate of 
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demands for increased import duties on base metals, whose 
prices have recently been crumbling. The re-emergence of 
the world’s dollar gap is illustrated also by the record busi- 
ness transacted by the International Monetary Fund, whose 
sales of dollars to the rest of the world over the past year 
have exceeded the aggregate of the sales made in the ten pre- 
vious years of the Fund’s existence. The result has been 
to curtail the Fund’s remaining facilities, which must involve 
a stricter scrutiny of future applications. 

Together with the accumulation of gold and foreign 
currency reserves by Germany, and the losses suffered by all 
but a few trading countries, this has emphasised the general 
problem of deficient liquidity from which the free world 
is sufferang and of which the exchange turmoil in Europe 
has been a facet. An increase in international reserves, and 
a more even distribution of reserves, are two of the major 
problems that face the free world over the next twelve 
months. An expansion of available reserves could be 
secured by an increase in IMF quotas, which were fixed at 


Last week the Federal Reserve gave the signal 
for which many people in America, and on this 
side of the Atlantic, were anxiously waiting. 

Has the Fed thereby admitted that its bid to end 
the price creep was unworkable ? 


HEN history looks back upon American monetary 
V4 experience in 1956, it may decide that the most 
important event was that attacking the monetary instrument 
as an economic regulator became respectable. There have 
always been the Congressman Patmans and their easy 
money school ; there have always been ordinary mortals 
who cry out whenever stringency starts to hurt ; but in the 
current American experience, doubts about the monetary 
weapon have been expressed by economists and others who 
have been quite prepared in the past to accept the need for 
vigorous policy by the Federal Reserve. In brief, as in 
Britain, both monetary theory and the practice of monetary 
policy in the new conditions of rising prices in an economy 
that is not physically over-strained are undergoing a test 
perhaps never before equalled in significance. 

The Federal Reserve Board was told, in surprisingly clear 
terms, to “ put up or shut up.” For many months, it did 
neither. Then, at the end of last week, it approved the 
reduction of the re-discount rate from 3} to 3 per cent, 
commenting that, temporarily at least, the danger of infla- 
tion was no longer the dominant factor in the economy. The 
presumption is that the Federal Reserve intends also to 
reverse its open-market policy, and boost rather than restrain 
the reserves of the commercial banks. After its previous 


stand, the Reserve Board’s move was unexpected. Plainly, 
it was influenced by the two point fall in its index of indus- 
trial production for October. The Federal Reserve is now, 
after all, fighting recession. But it is unlikely to have for- 
gotten, or been shaken away from, its earlier aims, which 
were the cause of so much turmoil. 


Bold Bid by the Federal Reserve 


BY A CORRESPONDENT IN WASHINGTON 
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the end of the war and have lost whatever relevance they 
may then have had to the value of world trade they were 
designed to help finance. It would also of course be secured 
by an increase in the world price of gold, though the 
prospect of America agreeing to this is as remote as ever. 
With the current eagle eye on official spending and the debt 
limit, the American authorities are not likely to countenance 
a measure that involves a major, indiscriminating and un- 
limited new commitment on their funds. 

Europe’s hope must be set rather on larger loans, perhaps 
on semi-commercial lines, and possibly through the 
mechanism of the European Payments Union. Germany 
may at present be the most likely source. But these 
questions of payments are,bound to be overshadowed by 
domestic economic policies—by both the conjuncture in the 
United States, with its immense influence for world expan- 
sion or contraction, and by that in Europe’s vulnerable 
countries, which without the requisite domestic discipline 
cannot expect help from outside. 





Over the next six months or so it seems obvious that one 
of five things must happen in the American economy: 
(1) a slump ; (2) a continuation of the recent tolerable but 
sluggish level of output and employment with a continua- 
tion of the upward creep of consumer prices ; (3) a resump- 
tion of economic growth with a continuation of the upward 
price creep ; (4) a continuation of the recent plateau of 
activity with an end to the upward price creep, and (5) a 
resumption of growth without the price creep. Only the 


1947-49=100 
PRICES AND THE +125 
MONEY SQUEEZE 


CONSUMER 
PRICES 


1956 1957 





last would fully satisfy the critics of monetary policy, many 
of whom are genuinely convinced that economic growth is 
the most desirable objective of policy. The fourth conjunc- 
ture would draw the teeth from one side of the two-sided 
onslaught on the Federal Reserve, and might prove satis- 
factory to the public. But it would not convince the new 
anti-monetary school that a policy of restraint is justified. 
The dual character of this criticism is not unfamiliar in 
Britain: monetary policy, it is held, is today powerless to 











10 INTERNATIONAL BANKING SURVEY 


prevent price inflation and in trying to do so merely checks 
or reverses the pace of economic activity—and may thus 
actually intensify pressures on prices. This seems self- 
evident to the believers in the cost-push theory of the cur- 
rent inflation, and they feel, at the very least, that the 
burden of proof is upon the classicists and upon the Federal 
Reserve. Many of them, led by Harvard’s Professor Sumner 
Slichter, are quite willing to accept the consequences of 
their stand—that creeping inflation can and must be toler- 
ated. But above all, they are disenchanted with the emphasis 
on the money supply implicitly adopted by the Federal 
Reserve, and repeatedly stressed by Mr Thorneycroft on his 
visit here in September. 

The critics are not satisfied with the orthodox explana- 
tions of the failure of monetary restraint over a two-year 
period to prevent a rise in prices that, by American standards 
at least, was exceptionally steep. This explanation, of 
course, is velocity. The mathematics of the equation are 
indisputable—the rise in velocity of turnover of money has 
offset the restraint on the money supply and has thus pro- 
vided the necessary money demand to pay the higher prices. 
But to the critics, this does not quite answer the charge. 
Either one of two facts must be true, they feel. Either the 
cushion of velocity is of nearly infinite extent in modern 
conditions, in which case blaming velocity is like blaming 
rain clouds for rain—nothing can be done about it ; or the 
limit to the increases in velocity will not be reached until 
the “bite” of restraint on the money supply becomes so 
severe that a really sharp contraction in activity becomes 
inevitable. 


HE Federal Reserve Board sees it rather differently. 

The offsetting impact of velocity is attributed to the 
carry-over of surplus liquid assets from war-time inflation ; 
a sustained attack on money supply is bound to have its 
effect. Confirmation of this surmise can indeed be seen. in 
the crescendo of protest against the restrictive monetary 
policy. The Federal Reserve preserved an air of great calm 
and, by sticking tg its guns for so long, acted with excep- 
tional courage. The stock market has gone through its 
weakest phase in many years. Indicators such as freight 
carloadings, commodity prices, steel operations, new orders 
for durable goods, bank advances to business and, perhaps 
most significant of all, plans for business investment, all 
point to lower activity. 

Yet the Federal Reserve was slow to concede that the 
danger of inflation was past. Early in October Mr Alfred 
Hayes, the president of the Federal Reserve Bank of New 
York, disappointed many optimists by insisting that relaxa- 
tions of official pressure would be greatly mistaken at that 
time, when “the moderate excess capacities” in industry 
were helping to put pressure on prices. Later last month 
came the first intimation that the Federal Reserve might 
reduce the intensity of its restrictive pressures. One official 
described the change by saying that it would lean “a little 
less heavily” against the wind while “ not changing the 
direction in which we are leaning.” Presumably, the change 
of direction has now been made. 

During most of this year the level of “net borrowed 
reserves ” of the nation’s commercial banks (the excess of 
borrowings from the central bank by those member banks 
needing to borrow over the surplus reserves of those not in 
debt) has been kept, week after week, at around half a billion 
dollars—a measure of quite severe pressure on the banking 
system as a whole. In the weeks before the cut in the 
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discount rate, the abatement of the intensity of restrictive 
pressure was reflected in a fall in net borrowings. 

The chairman of the Federal Reserve Board, Mr William 
McChesney Martin, hinted broadly earlier this year that 
he would not be satisfied until at least some prices were 
rolled firmly back, and he stated unequivocally that he felt 
the board made a mistake in the 1953-54 recession in easing 
money too drastically and keeping it easy too long. This 
year, until the past month, the Federal Reserve sought to 
be guided by a more simple and more testing criterion— 
the price index. 


MERICA’S attack on inflation, by sharp contrast with 

Britain’s, has not been prompted by any pressure from 
abroad. The authorities simply hold that creeping inflation 
is not a sustainable economic condition. The people at the 
Federal Reserve, with apparent unanimity, believe that 4 
general expectation of creeping inflation will have drastic 
effects on the habits of spending, saving and investing of 
both consumers and businessmen. The most probable 
result, it is felt, would be to induce a galloping inflation. 
followed by a severe slump. On this reasoning Mr Martin 
implied that he would be quite willing to take the risk of 
a mild recession if that were needed to halt convincingly 
the upward movement of prices. But while the mere pause 
in the economy was not enough to cause a shift in credit 
policy, the Federal Reserve has not in the event held out 
against the growing indications of the onset of an actual 
down-turn. 

It is crucial to the thinking of Mr Martin that the major 
enemy is the inflationary psychology. At this point he 
has clearly made deep inroads on “ boom” psychology in 
the nation’s financial centres and in much of business. But 
to eliminate inflation psychology among the general public 
is a more demanding task. Even among businessmen the 
belief is strong that, while the recent boom may have ended, 
the long-term prospect is of inflation. This is why the 
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Federal Reserve has been cautious, demonstrably so, to 
reverse its engines. Even now, it may be hoping that the 
demonstration did not wholly fail in its psychological pur- 
pose. Mr Martin this year made a bo!d bid for perfection. 
If he can now check the emergence of serious recession 
and still halt the upward creep of prices, it will be a long 
time before the monetary weapon is challenged again. If 
he does not, the implications for America’s economic future 
are incalculable. 
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Five years 
before railways 
came to Uruguay 


The building of the first railway system in 
Uruguay was started in 1868—five years after 
the Bank of London and South America 
opened its doors in Montevideo. Since then, 
commerce with Latin America has increased 
enormously, and with it have grown the influ- 
ence and interests of the Bank. Today, the 
Bank holds a unique position as the only 
British bank in Latin America. It has branches 
in most of the important trading centres of 
that vast continent. Up-to-date reports on 
local markets, trading regulations and general 
economic conditions are received regularly 
from Branches overseas and are summarized in 
the Bank’s Fortnightly Review, which is distri- 
buted to customers and made available to those 
who have business in Latin America, Portagal 


=~ or Spain. 


BANK OF LONDON & SOUTH AMERICA LIMITED 


HEAD OFFICE AND LONDON office: 40-66 QUEEN VICTORIA STREET, E.C.4 
MANCHESTER: 36 CHARLOTTE STREET. BRADFORD: 55 WELL STREET 
CONTINENTAL REPRESENTATIVE’S OFFICE: TALACKER 35, ZURICH 
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NATIONAL OVERSEAS AND GRINDLAYS BANK LIMITED 


The National Bank of India Limited and Grindlays Bank Limited announce that on the 
amalgamation of the two companies from Ist January, 1958 it is the intention, subject to the passing 
of the necessary resolution by the shareholders in general meeting, for the business of the combined 
banks to be carried on in the new name of National Overseas and Grindlays Bank Limited with 
its Head Office at 26, Bishopsgate, London, E.C.2. 

The present London business of Grindlays Bank Limited will continue to be carried on at 
54, Parliament Street, London, $.W.1 and 9, Tufton Street, $.W.1 under the new name in the same 

= manner as at present. 


NATIONAL BANK OF INDIA LIMITED WEST END (LONDON) BRANCH GRINDLAYS BANK LIMITED SHIPPING, PASSAGE AND INSURANCE 


Head Office : 13, St. James’s Square, S.W.1. Head Office : DEPARTMENTS 
26, Bishopsgate, E.C.2. Telephone : Whitehall 969! 54, Parliament Street, S.W.1. 9, Tufton Street, S.W.1. 
Telephone : London Wall 4040 Telephone : Whitehall 1462 Telephone : Abbey 1771 


Branches in: INDIA * PAKISTAN * CEYLON * BURMA * KENYA * TANGANYIKA * ZANZIBAR * UGANDA * ADEN * SOMALILAND 
PROTECTORATE * NORTHERN AND SOUTHERN RHODESIA 


Bankers to the Government in: ADEN * KENYA COLONY * UGANDA * ZANZIBAR AND SOMALILAND PROTECTORATE 
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BROWN, SHIPLEY & CO. 
LIMITED 


LONDON 
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SWISS BANK 
CORPORATION 


(A company limited by shares 
incorporated in Switzerland) 
The CORPORATION was founded 
in 1872 in Basle, Switzerland, where 
the General Managers have their 
1872 headquarters. 


In SWITZERLAND there are Offices in Basle, 
Geneva, Zurich and all the principal centres. 


In LONDON the City Office is situated at 
99, Gresham Street, E.C.2, and there is a West 
End Branch at llc, Regent Street, S.W.1. 


In NEW YORK there is an Agency at 15, Nassau 
Street, and a Branch at 10 West 49th Street. 


In CANADA the Bank is represented by an affiliated 
company, the SWISS CORPORATION FOR 
CANADIAN INVESTMENTS at 360 St. James 
Street West, MONTREAL. 
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Serves Scottish Industry 
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117 BISHOPSGATE LONDON’ EC2 


Telephone AVENUE 1030 
Telegrams : Ansbacher, London Telex : London 28521 


Enquiries relating to Eyre should be addressed to: 
ANSBACHER & Co. Ltp., 85 Merrion Square, Dublin, Eire 








Leader in Scottish Banking since 1695 
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In their use of bank rate and auxiliary monetary 
measures in the past year, European central 
bankers have asserted their rights to some 
independence of governments in the watch over 
finances and the trade cycle. But an American 
recession would be a severe test—above all— 

of European co-operation. 


LMOST all west European countries have felt obliged to 
take monetary action to check domestic expansion in 
the past year ; and in many cases they have been prompted 
by alarm signals from their external accounts. Portugal and 
Italy alone, both embarrassed by serious unemployment, 
have left their bank rates unchanged throughout the move 
to dearer money, while Germany in its special circumstances 
has reduced its rate. Europe as a whole has been forced 
to pay more attention to the growing strains on exchange 
reserves than to the signs of slack appearing in domestic 
economies. 

West European bank rates, as the accompanying table 
shows, range from 24 per cent in Portugal and Switzerland 
to 7 per cent in the United Kingdom. More than half the 
countries now have bank rates at § per cent or over. Nor 
have official moves been insulated from the markets. A 
notable feature of the past year has been the quite sharp 
rise in medium and long-term interest rates, a classical 
response to the high marginal productivity that technology 
plus over-full demand has conferred upon capital, and of the 
insufficiency of voluntary savings to meet the borrowers’ 
demands. 

In some countries, indeed, long-term interest rates have 
led the way for official action. As early as 1954, the yield 
on Swiss bonds began to rise from its very low level reflect- 
ing the abundance of liquid funds. This yield had already 
risen from 2.2 per cent to 3.5 per cent before the Swiss 
National Bank, in May of this year, raised its discount rate 
to 24 per cent from the nominal 14 per cent at which it had 
been maintained since November, 1936. The controversial 
increase in the Swedish bank rate of July was also to some 
extent a response to stringency in the long-term capital 
market. Shortage of funds in the market made it impossible 
for mortgage institutions to raise the capital they needed and 
the building programme was being financed to an unhealthy 
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degree by bank loans. The Riksbank had therefore to 
choose between sanctioning an extension of bank credit and 
unfreezing the capital market by raising money rates nearer 
their equilibrium level. Much to the annoyance of the 
Government, the Riksbank chose the second course. 

Generally, however, the authorities have sought to keep 
the initiative by moving ahead of the bond market. Britain, 
France, Holland, and to some extent Belgium, the countries 
worst hit by this year’s currency speculation, wielded Bank 
rate with an eye, in the first instance, to its effect on foreign 
sentiment. The further reduction of the German bank rate 
it. September also was intended to counter exchange specu- 
lation, though domestic influences were by no means absent. 
The large exchange inflows were threatening to weaken the 
authorities’ grip on the money market. The Bank deutscher 
Lander and then its successor the Deutsche Bundesbank, 
tried to offset the increase in bank liquidity through open 
market sales and higher minimum reserves against foreign 
held deposits, but these efforts proved inadequate. Another 
consideration in the reduction of } per cent, the third in 
succession, in German Bank rate, was the slowing down of 
domestic industrial activity. 


N Europe as a whole, the past year’s changes in Bank rate 

have been aimed at influencing domestic economies as 
well as the exchanges. The days are gone when gov- 
ernments believed that domestic policies and the external 
accounts could be divided into water-tight compartments. 
The “ incantational ” effect of bank rate rests ultimately on 
its ability to influence the level of activity in the economy, 
and most governments have regarded the rise in longer 
term interest rates as a natural and helpful movement. 

But while the past year has seen further dramatic moves to 
reinstate bank rate as the principal governor of the economy 
in the short-run, bank rate has everywhere been buttressed 
by important non-market measures. Most European 
countries, particularly Britain, France, Belgium, Holland 
and Denmark, have made direct cuts in their public invest- 
ment programmes, and the continental countries have 
also raised taxes during the past year. The widespread 
imposition of specific controls on borrowing and hire pur- 
chase indicates that interest rates are still well below the 
level that would equate the demand for capital with the 
supply. 

Bank advances in particular have again been 
singled out for special attention. The authorities in 
Britain, Sweden, Holland and Austria have imposed 
more or less fixed ceilings, but the operation of such 
artificial restraints on lending has not been happy. 
In Sweden, where direct limitation of bank advances 
was introduced in the autumn of 1955 (whea a 
ceiling was fixed for each bank individually), the 
authorities’ attempts to tighten money have been 
largely frustrated by increases in building credits 
and loans to the Government—items not subjected 
to any ceiling. Other continental countries have 
tried to curb credit creation through compulsory 
liquidity ratios. In November, 1956, the proportion 
of new deposits that Austrian banks could use for 


38 Oct. 
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the extension of commercial credits was reduced from §0 to 
25 per cent. Belgian banks are required to hold the equiva- 
lent of 65 per cent of their deposits in Treasury Certificates. 
Recently, however, the Belgian government has fore- 
shadowed the establishment of a free market in Treasury 
bills, which may allow the banks slightly more flexibility and 
enable the central bank to control liquidity by open market 
operations. 


ARIABLE reserve ratios have been used in the past year 
V also to mitigate the effects of international movements 
of short-term funds on the volume of internal credit. The 
outflow of funds from Holland in the Suez crisis forced the 
banks several times to resort to the Netherlands Bank, and 
in October, 1956, the bank eased the pressure by reducing 
the cash reserve ratio from 9 to 7 per cent. In September 
of this year the bank requested the commercial banks to 
avoid any major extension of credits, but the heavy with- 
drawals of foreign held bank deposits in the summer and 
early autumn forced it to reduce the minimum cash ratio to 
4 per cent in October. Conversely, the flow of funds into 
D-marks increased the liquidity of the German banks, and 
as noted above, the authorities tried in the early stages to 
discourage the banks from accepting such deposits by rais- 
ing the minimum cash reserve held against them. Against 
sight deposits held by non-residents the minimum ratio was 
raised from 12 per cent to 20 per cent in May, and to 30 
per cent in mid-August—the maximum permitted by the 
statute establishing the Bundesbank. As these cash reserves 
bear no interest, foreign owned deposits obviously became 
far less attractive propositions for the German banks, 
though the depositors, looking for bigger game than inter- 
national interest differentials, were not greatly deterred. 

The prevalence of auxiliary measures to control credit, 
such as direct limitation of bank advances, mandatory 
liquidity ratios and special controls on borrowing, stems 
primarily from the much greater part now played by govern- 
ments in economic affairs. The credit base is determined 
by the balance of the government’s net spending and its 
borrowing from the public. Governments notoriously find 
it difficult both to trim spending and, by engendering 
adequate confidence and paying the necessary price, to boost 
genuine borrowing. The responsibility of the public sector 
for creation of new money has become a constant theme of 
the remarkably detailed annual reports of the Netherlands 
Bank—models of the informative commentaries which enter- 
prising central banks can give. Of new money created in the 
first half of this year, the Bank recently reported, Fl. 541 
million was on behalf of the public sector and FI. 26 million 
on behalf of the private sector. 


T may well be therefore that the most significant develop- 
ment in the past year’s monetary history has not been 
the actual movement of interest rates or the choice of 


auxiliary measures to buttress them but the new flickerings” 


of resurgent independence among Europe’s central bankers. 
With the return to monetary discipline, central bankers in 
many European countries have ceased to be mere puppets 
of their governments and begun once again to exercise that 
discretion which is the essence of their art. They evidently 
feel that their new responsibilities may require them on 
occasion to act independently of the government, even to 
the point of embarrassing its spokesmen and its policies. 
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Thus the National Bank of Belgium, always one of the 
most independent of Europe’s central banks, in October 
forced the Belgian government to reduce its borrowing. It 
demanded that the government cut its overdraft from 11,688 
million francs to the agreed limit of 10,000 million francs. 
The government capitulated and announced new indirect 
taxes and a stock issue to raise the necessary funds, Another 
striking and successful example of central bank determina- 
tion was the increase in bank rate by the Riksbank of 
Sweden, in the face of the government’s intimation that it 
did not favour an increase. Artificially low interest rates had 
jammed the bond market and the ceiling on bank advances 
was distorting, rather than containing, the supply of credit. 
Most significantly, the government’s budget surplus was 
running behind schedule and the shortfall was increasing 
the inflationary pressure in the economy. The subsequent 
dismissal of the government-appointed president of the 
Riksbank—the governor, who is appointed by parliament, 
refused to resign—shows how many fetters have still to be 
broken. 

In Germany, however, the cause of central bank inde- 
pendence, held high by the Bank deutscher Lander under 
the vigorous leadership of Herr Vocke, appears to have 
suffered some reverse. The proponents of the continuation 
of an independent and federal banking system failed to carry 
the day. The Bundesbank established by Parliament has 
a centralised constitution, as was probably inevitable follow- 
ing the regrouping of the big German commercial, banks 
into national networks. The Federal Government assumed 
responsibility for appointing the chairman and vice-chair- 
man of the new bank—these had previously been elected 
by representatives of the Lander—and the dismissal of 
Herren Vocke and Bernard must arouse some misgivings 
about the future relations of central-bank and government 
in Germany. Nevertheless, the federalists won considerable 
concessions during the debates on the bill, and the estab- 
lishing statute proclaims the independence of the Bundes- 
bank—and also absolves it from the duty of obeying specific 
instructions from the government. Much will depend on 
the resolution of Herr Karl Blessing and his board. 


ONETARY policy has still to be fully tested in the stormy 
M conditions of Europe in the fifties. The experience of 
the past year emphasises that while there is ample room for 
experimenting with new methods of credit control there are 
no alternatives te the traditional essentials of vigour and 
flexibility in execution. Some European countries have at 
last learned that words cannot make up for half-hearted 
monetary gestures. Flexibility is not yet a vital issue— 
determination is probably more urgently needed at the 
moment—but if the current waverings in American indus- 
trial activity give way to general recession the position could 
be transformed rapidly. An American recession would 
impale Europe’s monetary managers on the horns of a cruel 
dilemma : to let up too soon or too late. would be to court 
disaster. It would place particular responsibilities on the 
creditor nations—which in the European context now means 
Germany—who alone could lead any retreat from dear 
money. Flexibility is the great advantage claimed for sound 
monetary policy over other forms of control. That claim 
could be severely tested in coming months, if Europe’s 
monetary authorities found themselves forced to negotiate 
the bowshot channel between the Scylla of domestic un- 
employment and the Charybdis of new exchange crises. 
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HAMBROS BANK 


LIMITED 


Merchant Bankers 


ESTABLISHED 18539 


Head Office 
41 BISHOPSGATE, LONDON, E.C.2 


West End Branch Holborn Branch 
67 PALL MALL, LONDON, S.W.1 a CHARTERHOUSE STREET, LONDON, E.C.t 


Abroad view THREE BANKS GROUP 


If you are looking for further development 
of your export business our Overseas Branch c Tota/ assets over {350,000,000 
can be of inestimable service. It is in 4 
touch with correspondents in every market 
and, because it handles a vast overseas 
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business, there is scarcely an export problem 
for which its specialist staff cannot find 

an answer from their hard-won experience. 
Our staff are encouraged to give personal 
service to every customer and the Manager 
of our nearest Branch is always ready to 
deal with your enquiries, whether they may 
be connected with overseas business or with 
the many other facilities we can offer. 
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THE ROYAL BANK OF SCOTLAND 


Founded 1727 Edinburgh, London & Branches 


GLYN, MILLS & CO. 


Founded 1753 Londoo 


WILLIAMS DEACON’S BANK LIMITED 


Founded 1771 Manchester, London & Branches 


National Provincial 


for friendly service 
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NATIONAL PROVINCIAL BANK LIMITED 


EVER IEGES 


Head Office: 15 Bishopsgate, London, E.C.2 
Principal Overseas Branch: | Princes Street, London, E.C.2 
Agents and Correspondents throughout the world 
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THE ROYAL BANK 
OF SCOTLAND 


INCORPORATED BY ROYAL CHARTER 1727 
HEAD OFFICE—ST. ANDREW SQUARE, EDINBURGH 


The Royal Bank of Stotland, with 

brarichesthfoligh ut Scotland and 

in London, and Correspondents in 

all parts of the World; is equipped 

to meet the banking requirements 
of fo-day. 


LONDON OFFICES 
Chief London City Office ° 3 Bishopsgate, E.C.2. 


Other Offices in London: 


8 West Smithfield, E.C.1 Burlington Gardens, W.| 
49 Charing Cross, S.W.| 64 New Bond Street, W.1 
44-45 Fenchurch Street, E.C.3 


We share your problems 


Although Martins is a bank with over 600 branches 
and world-wide connections, our system of 
decentralisation keeps us in touch with customers’ 
closest problems. We have six District Head Offices, 
with boards of directors and general managers, 

so that the very best advice is available through 

our managers, virtually on your doorstep. 


Martins Bank... 


Head Office: 4 Water Street Liverpool 2 
District Head Offices: London, Liverpool, Birmingham, Leeds, 
Manchester, Newcastle upon Tyne 
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BRITISH AND FRENCH 
BANK LIMITED 


Capital Authorised and Fully Paid £1,000,000 


LONDON 


IMRIE HOUSE, 
33/6 KING WILLIAM STREET, E.C.4 
TELEPHONE : MANSION HOUSE 5678 


NIGERIA 


BRANCHES AT 
LAGOS, KANO, PORT HARCOURT, 
EBUTE METTA AND APAPA 


Affiliate of 
BANQUE NATIONALE POUR LE COMMERCE ET 
L’INDUSTRIE, PARIS 
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France’s Psychological Barrier 


BY A PARIS CORRESPONDENT 


The root of France’s troubles lies deep in 
national attitudes. Overspending on foreign 
wars and the recent overdue spurt in industrial 
investment necessitate discipline and restraint 
in other spending. Only when France shakes 
off its inhibitions can the essential foreign 
loans be forthcomirig. 


HE crisis in French foreign exchange presents no 

mystery. It is a classic type of crisis brought about by 
inflationary demand at home and prolonged by the reluct- 
ance of the public authorities to take the necessary steps to 
reduce that demand. Various aggravating factors, such as 
the hard winter of 1956 and the rise in freight rates during 
the first months of 1957, have played only an accidental and 
secondary role. There has been a certain amount of specu- 
lation but this has manifested itself only slowly. Until the 
bursting of the exchange crisis in August, opinion was slow 
to realise the gravity of the real disequilibrium. The dis- 
tinctive feature of the crisis, as that of its many predecessors 
since the war, is the seeming impossibility of rallying the 
French public to pull itself out by its own bootstraps. There 
is no discipline to follow over-indulgence. 

Bluntly expressed, what has happened is this: gross 
domestic expenditure (at stable prices) increased by 6} per 
cent in 1956 whilst gross domestic output increased by only 
4 per cent. The gap has been filled by the surplus of 
imports over exports. The home market has been so 
voracious that it has absorbed the entire increase in pro- 
duction, thus preventing a rise in exports—these have even 
diminished slightly—and evoking an increase in imports 
of about 20 per cent (in value as well as volume). Con- 
sequently the deficit in French overseas trade was in the 
region of $1,000 million in 1956. During the first six 
months of 1957 the deficit widened still further, reaching a 
monthly average of $150 million. 


HE principal source of inflationary demand in France is 
- the budget. This normally tends to show a deficit on 
total account, including capital expenditures “ below the 
line.” But in 1956, public expenditures increased by Frs700 
billion, about 18 per cent ; the deficit increased from about 
Frssoo billion to Frsgoo billion. Expenditure in Algeria, 
according to official figures (which are known to under- 
state these outlays) accounted for only a little more than 
a third of the increase of public expenditure. The largest 
slice of this increase was due to civil expenditure, especially 
to the increase in old age pensions—a measure that M. 
Mollet deemed essential to show his socialist faith—and 
to the long promised increase in civil service salaries. The 
reduction of taxes on food products, designed to stabilise 
the cost of living, also contributed to the deficit. Credit 
granted by the banking system increased by about 20 per 
cent during 1956; the expansion has continued, but at a 


slower rate, during 1957. Wage rates have increased by 
7 to 8 per cent above 1956. 

It was as easy to foresee the inflation as it is to explain 
it after the event. The considerable increases in wages in 
the autumn of 1955 had plainly pushed up demand to the 
maximum level compatible with equilibrium, whilst a rapid 
two year industrial expansion had taken up most of the 
excess capacity. Under these conditions, the events of the 
first months of 1956, which brought simultaneously the 
great freeze, the intensification of the military effort in 
Algeria—involving a great strain on precious manpower— 
and the passing of new social welfare bills, left no doubt 
about what would follow if severe compensating measures 
were not adopted. Neither political circles nor public 
opinion were prepared to face reality. A few measures of 
higher taxation demanded by M. Ramadier were considered 
almost outrageous. Optimism gave way only very slowly 
before the continuous and accelerated decline in the ex- 
change reserves. That fall may be estimated at some $800 
million in 1956. In the first six months of 1957, the 
apparent reduction of reserves was of the order of $300 
million, but the loss of currency has been more consider- 
able. In particular, France has exercised its right to draw 
on the International Monetary Fund to the extent of 
$260 million, and the European Payments Union has 
advanced more than $100 million. 

All in all it seems that the loss of exchange in the course 
of the first six months of 1957, spurred on by speculative 
movements, including the increase of stocks of imported 
goods, has almost equalled that of the whole of 1956. The 
measures of financial redress finally adopted last summer 
included new fiscal economies, duties, restriction of credit, 
and “adjustment” of the rate of exchange—effectively 
from 980 to 1,176 francs to the pound, except for essential 
raw materials, which were exempted until late October. 
The measures had a useful though insufficient effect. 
France’s monthly deficit in the EPU has been on an average 
in the region of $40 million since August, compared with 
$100 million from March to July. But France now has few 
reserves left above the remaining $560 million of gold in 
the Bank of France. 

Quite evidently, France will no longer be able to allow 
itself in 1958 an external deficit equal to that of 1956 or 
1957, nor even a much smaller deficit. The external 
reserves to cover such deficits no longer exist. Indeed, 
without new foreign loans, France will not be able to finance 
any deficit in 1958. 


ow deep seated is France’s failure to earn its living ? 

Only two years ago, in 1955, the French economy 
showed signs of considerable strength. But even in this 
golden postwar phase of the French economy, it was possible 
to detect the seeds of future weakness. The remarkable 
increase in the gold and dollar reserves was attributable 
largely to American aid—on account of the war in Indo- 
China which ended in the previous year. Production was 
rising fast. But net imports of raw materials and fuel were 
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not counterbalanced by net exports of industrial products. 
France remains weak in the export of finished industrial 
products ; its industrial exports: consist mainly of semi- 
manufactures. The balance. of trade in all industrial pro- 
ducts together actually shows an ‘excess of imports. Yet the 
favourable balance in the exchange of food products 
achieved in 1955 has not been maintained ; production of 
meat, fruit and vegetables has not been developed suffi- 
ciently, and consumption is high. Hence it was clear that 
France had to make a great*effort to enable its industries— 
in particular its, metal using and food industries—and its 
agriculture to increase their exports. — 

But higher exports were hindered-by the exchange rate. 
The level of prices left by the last inflationary crisis, that 
of 1951, was too high to achieve at the official rate a balance 
in foreign exchange. The Government baulked at an un- 
popular devaluation. Instead, it subsidised exports and 
imposed extra customs duties on the small proportion of 
free imports. These measures offended against the inter- 
national code, but the official argument was that they would 
gradually be eliminated. 

All these difficulties could have been solved if the 
economy at the time had been prevented from relapsing 
into inflation. This demanded caution. But the French 
psychological reactions to economic expansion excluded 
caution. In these reactions there were indeed positive 
elements of the greatest importance. The country was 
emerging from the profound pessimism into which twenty- 
five years of deflation or of severe inflation had plunged it. 
The workers, the entrepreneurs, and public opinion were 
persuaded that by investment and the improvement of 
productivity a better economic future might be built. They 
were becoming conscious of the setback which a quarter of 
a century had involved. 

France was beginning to recognise the insufficiency of its 
industrial equipment, the mediocrity of agricultural pro- 
ductivity, the poverty of its departments south of the Loire, 
the general dearth of housing and of schools. Everyone 
now wanted new building and investment ; everyone also 
wanted to gather and eat at once the delicious fruits of 
expansion, to satisfy appetites frustrated for a quarter of a 
century, in the course of which the standard of living had 
scarcely risen. 


FYXHESE are the psychological factors that dominate the 

French problem. Technical deficiencies are more 
apparent, but much less important. The evils of the fiscal 
system or the weaknesses of credit control do not of them- 
selves prevent efficient governmental action—with the 
considerable reservation that the French authorities are 
powerless to stop a flight of capital when the franc is or 
seems to be in danger. 

The Bank of France has fairly strong means of controlling 
the issue of credit to the economy. In fiscal policy, it is well 
known that French finance ministers have not the aid of a 
widely spread income tax and this complicates their task. 
But indirect taxes are very lucrative and there are no major 
technical obstacles—as distinct from psychological obstacles 
-——to a further increase of taxes on the sale of industrial 
products, which it would be advantageous to divert from the 
home market to the export market. Moreover, fiscal policy 
is already orientated in this direction, and French exports of 
finished articles, especially of cars, are increasing. Revenue 
from taxation is expected to increase by £340 million in 
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1957. But the portion of the national product absorbed 
by taxation, say 18 per cent after deducting the contribu- 
tions for social welfare, has only recently regained its 1953 
level. Even after the economies and new taxes now pro- 
posed by M. Gaillard, which together would reduce the 
1958 deficit by around £170 million, there would remain a 
total deficit of £520 million, including a substantial deficit 
on ¢urrent account. That is just not good enough. Equally 
clearly, ministers will-find the greatest difficulty in carrying 
their inadequate savings through the Assembly. That fact 
has! already weakened domestic and external confidence in 
the franc. : 

Nor has real progress been made towards stabilisation 
of :prices. The devaluation, rejected when the economy 
had sufficient slack for the adjustment to be effected with- 
out. trouble, has finally been brought about by inflationary 
pressure, that is to say under the most unfavourable technical 
conditions. To the extent that it merely consolidates the 
existing arrangements—as it does in varying extent for 
exports that hitherto received subsidies and for imports 
subjected to special taxes—it has no real effect on trade. 
To the extent that it does increase the cost of imports, it 
runs the risk, in the present circumstances, of being nullified 
through exaggerated repercussions on prices. The attempt 
by the Mollet government to freeze prices (and hence also 
wages) even at the cost of subsidies and tricks in the cost 
of living index was bound to fail, given the persistence 
of the inflationary demand. On the other hand, it must 
be admitted that the discipline of the price mechanism 
is much weakened by the sliding-scale arrangements for 
wages : rising prices automatically raise the “ minimum 
guaranteed wage,” the wage of the lowest paid workers, and 
these wage increases quickly influence the general run of 
wages. It seems likely that this minimum guaranteed wage, 
increased by 6 per cent in August, will very soon be in- 
creased again by 3 per cent. The strike movements of 
recent weeks have been powerful. 


T is difficult therefore to see how, without serious dis- 
I turbances, the French economy can dispense with a 
surplus of imports in 1958 or even for some years to come— 
even though the high level of stocks should permit a 
spectacular reversal in imports for a few months. Without 
the extra resources represented by an import surplus, it 
seems that, at the least, France would have to break off its 
effort towards economic revival, upon which the economic 
future of the country largely depends, and at the present 
moment its morale as well. 

The most urgent problem is to rehabilitate France’s 
exchange reserves. Once confidence is restored, considerable 
relief could come from a repatriation of foreign capital. But 
the initial boost can be obtained only from a foreign loan. 
In view of the abundant, indeed embarrassing, exchange 
reserves of Germany, such an operation might clearly be 
feasible within the European framework. France may hope 
that the creditor should not be too insistent on obtaining 
guarantees of a strictly orthodox monetary policy. But no 
substantial loans can be expected, nor would they be to 
France’s ultimate benefit, until France applies to itself the 
requisite degree of reform and discipline. Algeria, the 


budget, restraint in demands of sectional economic groups 
. .. the fundamental, inescapable need of the moment is for 
France to shake off its inhibitions and complexes and emerge 
from its dream world. 
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SOCIETE GENERALE 


pour favoriser le développement du 
Commerce et de |’Industrie en France 





ESTABLISHED 1864 
(Incorporated in France with limited liability) 


Head Office: 
29 Boulevard Haussmann, PARIS (9e) 
LONDON OFFICE : 
105 Old Broad Street, E.C.2 


NEW YORK AGENCY: 
60 Wall Street 


BUENOS AIRES OFFICE: 
Calle Reconquista 330 


OVER 1,400 BRANCHES IN FRANCE 
AND IN AFRICA 


(Algeria, Tunisia, Morocco, French West Africa, 
French Equatorial Africa) 


Subsidiaries in Belgium, Spain and Cuba. 
Associated Bank in Switzerland, Germany and Saar. 


CORRESPONDENTS IN ALL PARTS OF THE WORLD 


SINGER & 
FRIEDLANDER 


LIMITED 


MERCHANT 
BANKERS 


INVESTMENT ¢ CAPITAL ISSUES 
COMMERCIAL CREDITS 


55 BISHOPSGATE, LONDON, E.C.2 
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A complete banking service, 
special departments for 
FOREIGN EXCHANGE INCOME TAX 
EXECUTOR AND TRUSTEE BUSINESS 


THE 


NATIONAL BANK 
LIMITED 


13-17, OLD BROAD STREET, LONDON, E.C.2. 
(MEMBER OF THE LONDON BANKERS’ CLEARING HOUSE) 
LIVERPOOL - MANCHESTER - CARDIFF, ETC. 


34 & 35, COLLEGE GREEN, DUBLIN 
BRANCHES AND SUB-OFFICES THROUGHOUT IRELAND 


AGENTS and CORRESPONDENTS 
ALL OVER THE WORLD 
















BANK LEUMI 
LE-ISRAEL BM. 


This is the oldest and largest bank in Israel, 
where it has recently opened its 75th branch. 
Its extensive and modern organisation is at the 
disposal of British exporters, importers and 
banks for their dealings with Israel. 











Documentary Letters of Credit. 
Clean and Documentary Collections. 
Trustee and Executor services in Israel. 





London Office : 


6 GRACECHURCH STREET, 
LONDON, E.C.3 
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UP-TO-DATE INFORMATION ON THE 


MARKET 


The Bank of Montreal invites enquiries from all 
who seek the latest facts about trading conditions 
and business opportunities in Canada. With 
Over 700 branches throughout the country the 
Bank has its fingers on the pulse of Canadian 
commercial life, and can provide the information 
essential to successful business in that rapidly 
expanding market. 


BANK OF MONTREAL 


Incorporated in Canada in 1817 with limited liability 


Main London Office: 47 Threadneedie Street, London, E.C.2 
Head Office: MONTREAL 
Assets exceed $2,700,000,000 


COMPLETE AND MODERN 
BANKING 


With more than 700 Offices 


The 
Commercial Bank 


of 


Australia Limited 


Founded 1866 


provides a complete and modern Overseas 
Banking Service not only in Australia but 
also throughout New Zealand. 


HEAD & REGISTERED OFFICE: 
335-7-9 COLLINS STREET, 
MELBOURNE, AUSTRALIA. 


CHIEF NEW ZEALAND OFFICE: 
328-330 LAMBTON QUAY, 
WELLINGTON, NEW ZEALAND. 


LONDON OFFICE: 
12 OLD JEWRY, LONDON, E.C.2, ENGLAND. 
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MERCANTILE BANK OF INDIA 


LIMITED 


HEAD OFFICE: 


15, Gracechurch Street, London, E.C.3 
WEST END BRANCH: 123, PALL MALL, LONDON, S.W.A 


CAPITAL AUTHORISED. . £3,000,000 
PAID UP. ° . ; . ° £1,470,000 
RESERVES AND UNDIVIDED 


PROFITS. . . . . £2,224,521 


BOARD OF DIRECTORS : 


Sir Kenneth W. Mealing, Chairman 
Sic Cyril E. Jones, K.c.1.8., C.s.1., Deputy Chairman 
Lord Bicester Evelya James Bunbury, Esq., C.B.€., M.C. 
J. B. Crichton, Esq. R. W.B. Dunlop, Esq. Sir John G. Hay 
Sir Charles A. Innes, K.8.e. C. D. Miller, Esq. 
R. N. Drake, Esq., Chief Manager 


Every description of Banking Business Transacted. 
Trusteeships and Executorships Accepted. 


BRANCHES and AGENCIES IN INDIA, 

PAKISTAN, BURMA, CEYLON, SINGAPORE, 

FEDERATION OF MALAYA, HONGKONG, 
MAURITIUS, THAILAND, JAPAN 


IN PATRIAM FIDELIS 


ASCOTTISH STOR Ythat dates back overa hundred-and- 
thirty years is pictured in this Coat of Arms. Flanking 
the Patron Saint, the Sheaf and Ship stand for the service 
which the National Bank has given to Scotland’s pros- 
perity since 1825, and will continue faithfully to render, 


The National Bank of Scotland Limited 
Branches throughout Scotland and in London 
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An article on “The Cost of an Account” in 
our Banking Survey last June pointed to 

the attraction of a utility banking service 

for this country. An informed Dutch 
correspondent explains how the postal transfer 
and clearing services in various European 
countries work and what they cost. 


ETTER headings and invoices in many European countries 
L commonly carry, in addition to address and telephone 
number, the number of the firm’s postal transfer account— 
Chéques Postaux : Paris 4207-23 or Postrekening 800590. 
This is an essential feature of a system that provides a 
simple and cheap means of making payments between 
account holders. Individuals, small firms and larger ones, 
farmers, trade unions, public utilities and government de- 
partments commonly have postal transfer accounts ; they 
are economical for the small man, but they are also 
eminently serviceable for bigger organisations: not a poor 
man’s bank but a bank that a poor man can readily use. 
The success of these systems is relevant to the discussion 
about making British banking cheaper for the smaller 
customer. Here are the figures for postal transfer accounts 
in eleven European countries at the beginning of last year ; 
and the total transactions between them in 19§5, counting 
both debits and credits : 


1— POSTAL TRANSFER ACCOUNTS IN EUROPE 














Total Transfers 
End 1955 1955 
Country Postal Accounts Number Amounts 
transfer per 1,000 debit and debit and 
accounts population § credit credit 
Number mn. $ mn. 
GIs kc bcbncictves 133,000 19 Hit 16,897 
SS cancsansnea 703,000 76 185 51,183 
re 97,000 21 66 11,365 
WOON céewetecnas'ee 3,974,000 88. 560 154,195 
CN ic icewccas 1,475,000 29 838 76,646 
DO aeatacuweds cues 94,000 6 134 10,663 
Luxemburg......... 26,000 84 1,015 
Netherlands ........ 640,000 60 231 29,055 
PR Sc iscaeccasa 31,000 9 26 1,748 
DO encescewsces 360,000 49 195 59,192 
Switzerland......... 257,000 51 222 31,348 





France makes the biggest use of this system, with a total 
turnover in 1955 of more than $150 billion, and with a 
markedly bigger average entry than Germany’s ; there the 
total number of entries was one-half greater, but the total 
turnover only half of France’s. But even where the figures 
look more modest, they still represent a big turnover ; for 
example, in Holland the daily number of entries by the 
postal transfer service runs up to a million. 

Operating on these accounts is simple. All the transfer 
services require a minimum balance to be kept on the 
account, though this is small—in Holland about ros. A 
holder can put his account in credit by depositing cash ; it 
can also be credited in two other ways. One is by a transfer 





How Postal Clearings Work 
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order made out by an individual or a firm that owes him 
money ; this instructs the transfer service to debit the payer’s 
account and to credit the account of the payee (who is 
identified both by name and by his postal account number) 
with the amount. Secondly, a debtor can walk into any 
post office and pay in cash for transfer to his creditor’s 
account. Conversely, an account holder makes payments 
either by transfer or by drawing a cheque on his account to 
cover the payment of cash to his creditor at any post office. 
The forms used by the various transfer services are more or 
less identical and generally there is a charge for them. For 
example, in Holland a book of 100 transfer forms costs 
about 4s., and there is the same charge for a book of 100 
cheques ; a hundred franked and addressed envelopes for 
sending transfers and cheques to the clearing office cost 2s. 
and five deposit forms cost a penny. There are no revenue 
stamps on any of these forms. 


HE bulk of the traffic on these accounts is clearing busi- 
- ness and does not involve cash. The system is cheap, 
simple and secure, and the pro forma transfer order shows 
how it works. Mr Smith in Amsterdam, let us say, ewes 
Mr Lawrence, 65, Watergate, Rotterdam, postal account 
number 621980, the sum of 150 guilders for goods invoiced 
on October 18, 1957. Mr Smith makes out the three parts 
of the order, signs the centre part, and sends it on October 
21st to the clearing office at The Hague. It is received 
on October 22nd ; Mr Smith is debited and Mr Lawrence 
is credited and that evening the clearing office sends out 
a statement of account to each of them, enclosing the debit 
counterpart to Mr Smith and the credit counterpart to 
Mr Lawrence. By the first post on October 23rd each party 
knows the-state of his account. Statements are sent out 
on the same day that entries are made on any account ; the 
system is always up to date. 

British readers may learn with surprise that, in Holland, 
these transfers are made free, with no limitations on number 
or size. There are charges of a few pence for deposits and 
cheques, and for periodical payments like subscriptions or 
insurance premiums, but about 92 per cent of the total 
transactions are made without charge, except for the forms. 
Account holders receive no interest on their balances, but 
so long as these are maintained above the minimum, their 
size is entirely at the discretion of each account holder. 
The sum total of balances, however, provides the transfer 
services with their main source of revenue, since they can 
invest the greater part of it. The balances do indeed fluc- 
tuate, but there is little tendency for them to be drawn 
down in cash or by transfer to the banks ; they remain 
sufficiently constant to allow a sizeable part to be invested. 
In Holland, the total balances on the postal cheque accounts 
amounted to Fl. 1,344 million at the end of September, 
of which FI. 1,146 million had been invested to yield abqut 
Fl. 343 million of interest a year. Out of this the Dutch 
postal transfer service not only covers its costs, but also 
makes a profit. A summary of the 1956 accounts is set out 
in the table overleaf. 
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To make a cost-free banking service work at a profit is 
quite a trick. But it does so work partly because the postal 
transfer services take the simpler parts of banking and work 
them, though very efficiently, without frills. The com- 
mercial banks in most European countries have not courted 
the modest business and private accounts that British banks 
are ready to take. Since they have not concerned themselves 
with providing a means of making payments in an easy and 
inexpensive way, they encouraged the growth of the postal 
transfer services. Indeed, in Holland it is safe to guess that 
the total transfer business conducted by the banks is smaller 
than the turnover on the postal transfer service. But the 
banks carry out so many other services—including loans, 
security and foreign exchange business—that their much 
wider range cannot be compared with the mass of stereo- 
typed transfer business handled by the postal cheque system. 





1! — DUTCH POSTAL TRANSFER SERVICE 
1956 Profit and Loss Account 
Fi. 000 Fi. "000 





PE Vcececescsnecad 16,073 DEE 6 csiessssccnwx 34,554 
Machine costs ......... 2,027 Sale of forms and charges 8,952 
Payments to Dutch PO 14,482 PEE i sik cc scnwnnasee 1,385 
Printing of forms ...... 2,495 
UE ond wat edwews 3,964 
PES caoecesestanans 5,850 

44,891 44,891 





There are—at least as the Dutch would see it—two 
distinct functions with a minimum of common competi- 
tive ground between them. The Dutch banks, looking at the 
composition of postal cheque accounts, would not be very 
eager to have them as customers ; table III shows that 
personal accounts represent more than half the total 
number, but carry less than a tenth of the total balance, 
with an average per account equivalent to under £40. 
Most banking customers have a postal cheque account as 
well, and the banks themselves keep accounts with the 
transfer office. There is therefore a big daily transfer 
between the banks and postal transfer accounts in both 
directions. The main differences between the two func- 
tions is that the postal transfer system rests upon highly 


POSTAL CHEQUE AND CLEARING SERVICE 


Notification of crediting of 


FAL Ct. 


FLL 


to Postal Account No........... 


Particulars 


Signed 


ke ee 


POSTAL CHEQUE AND CLEARING SERVICE POSTAL CHEQUE AND CLEARING SERVICE 


Serial No. 43 Cr TRANSFER FORM Serial No. 43 | serial No. 43 Dr 
39 39 39 
Postal Account No. 5672 Postal Account No. 567” | Postal Account No. 567” 
J. W. Smith J. W. Smith J. W. Smith 
102 High Street 102 High Street 102 High Street 
Amsterdam Amsterdam Amsterdam 


Transfer from the balance of my account 


to Postal Account No. ................. esciidanacaststeeetateiaibelcassssuiisc aa 


. 19. 


Account Holder 
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mechanised book-keeping as standardised as it can be made. 
The transfer system does not grant credit. It does not pay 
interest on the balances held on customers’ accounts ; these 
represent minimum working balances kept to meet the 
customers’ own convenience whereas their reserves will be 
more often deposited with the banks. Whether the Dutch 
banks have been sensitive to the competition of the postal 
cheque service is not easy to say. They started ten years 
ago to give daily statements of the customer’s account, 
which the transfer service had been doing for 40 years, but 
that proves nothing. Nor does the difference in charges. 

But it may reasonably be claimed that since the postal 
cheque service provides the simplest ingredients of a bank- 
ing service virtually for nothing and that since these par- 
ticular services are ones that banking services in Britain, 
foc example, find particularly expensive (and cannot be made 
to bear their full cost) the co-existence of the postal 
transfer service with the commercial banks in many Euro- 


11! — ANALYSIS OF ACCOUNT HOLDERS IN THE 
DUTCH POSTAL TRANSFER SERVICE 










Average 
ibalance per 
account 





Number Balances 















Central government. 
Local government... 
Public undertakings. . 
Professions ......... 
NR sos cne cake 
PRIMOEE .cddcsssvaes 
Unions, foundations. . 
Mixed business and 

a ee 


100-0 | 14at 100-0 | 


pean countries is a good thing for both, and for their 
customers. There is a real distinction between a banking 
service and a transfer service, and those in Britain who have 
been exercised about the need for a cheap banking service 
have rather confused the two. It is a transfer service, 
plus the ability to cash cheques, that the small banking 
customer needs, and the continental postal cheque services 
illustrate the technical means by which such a service can 
be provided cheaply and efficiently. 


Notification of debiting of 


FA Ct. 


credited to Postal Account No.............. 


Particulars 


ee ee ee ee ee eR 
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You'll find the answer in 
‘THE STANDARD BANK REVIEW’ 


This informative publication — issued monthly — contains 
current facts and figures about economic, commercial and 
industrial conditions throughout South, Central and East 
Africa. 

A copy of this helpful booklet will gladly be sent to 
any who contemplate extending or developing their interests 


in Africa. Please address your request to the Secretary. 


THE STANDARD BANK OF SOUTH AFRICA LTD 


HEAD OFFICE 
10 CLEMENTS LANE, LOMBARD STREET & 77 KING WILLIAM STREET, LONDON EC4 
LONDON WALL BRANCH: 63 LONDON WALL, EC2 


WEST END BRANCHES 
9 NORTHUMBERLAND AVENUE, WC2 & SUFFOLK HOUSE, 117 PARK LANE, W1 


800 offices throughout South, East and Central Africa 


THE NATIONAL BANK 1) BW. BLYDENSTEIN & CO. 
of NEW ZEALAND Ltd |}, BANKERS 


Established in London in 1858 


has a complete information service con- 


cerning current business conditions and Partners : 
R. A. Vreede, H. H. Oerlemans. 


—— aa The Twentsche Bank (London) Ltd., 
This service is freely available to manu- Netherlands Trading Society (London) Ltd. 


trading possibilities in New Zealand. 


facturers or merchants contemplating 


business development in the Dominion. WE ARE ABLE TO GIVE A SPECIALIZED 


| SERVICE COVERING ALL TRANSACTIONS 

* | WITH THE NETHERLANDS, THE NETHER- 

| LANDS ANTILLES, SURINAM, INDONESIA, 

’ | SINGAPORE, MALAYA, BURMA, INDIA, 

Please write to: PAKISTAN, THE FAR EAST, SAUDI ARABIA, 


Head Office: 8 Moorgate, London, E.C.2 LEBANON, EAST AFRICA, TANGIER, 
URUGUAY AND NEW YORK. 
Manager: G. L. Davies 


ae | 54, 55 & 56, THREADNEEDLE ST., 
Chief Office in New Zealand: Wellington | LONDON, E.C.2 


General Manager: H. W. Whyte Telephone: LONdon Wall 2131 
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GUINNESS, MAHON & CO. 


MERCHANT BANKERS 
EsTABLISHED 1836 
53, CORNHILL, 
LONDON, E.C.3. 






Canada 
the West Indies 
Central and South America 











Ask your banker about the services 
we provide through our own wide 
network of branches in these important 
trading areas. 











GUINNESS & MAHON 


17, COLLEGE GREEN, 
DUBLIN 






London Offices : 
6 Lothbury, E.c.2 





2 Cockspur Street, s.w.1 


THE ROYAL BANK 
OF CANADA 


Incorporated with limited liability in Canada in 1869 







Over 870 branches in Canada, 
the West Indies, Central and South America 









GUINNESS MAHON 
REPRESENTATION CO. INCORPORATED 





ASSETS EXCEED $3)500,000,000 


115, BROADWAY, NEW YORK 6, N.Y., U.S.A. 


BANK tice” 


Limited Liability) 


Banking Services in 
New Zealand 


BANKERS and their customers who require a com- 
prehensive banking service covering financial, trade or 
travel requirements are cordially invited to avail them- 
selves of the facilities provided at over three hundred 
and eighty Branches and Agencies and a special Trade 
Enquiries Department at Wellington of the 


BANK OF 
NEW ZEALAND 


The Bank that conducts the largest 
banking business in the Dominion 























PAID-UP CAPITAL £5,000,000 


In the Middle East— 


The Bank maintains over seventy 
Branches in the principal towns in 




























With the experience of nearly a TURKEY, 
century, the Bank offers its services SUDAN, 
to those having or contemplating 

business with these countries. IRAQ, 





















Other Offices in: CYPRUS, 
LONDON OFFICE : 1 QUEEN VICTORIA ST., E.C.4 LONDON: 18/22 ABCHURCH LANE, E.C.4 
A. R. FRETHEY, Manager A. E. ABEL. Assistant Manager PARIS: 7 RUE MEYERBEER JORDAN. 
MARSEILLES: 38 RUE ST. FERREOL a 
HEAD OFFICE : WELLINGTON, N.Z. CASABLANCA: IPLACEEDDOUTTE 7 Out) 






R. D. MOORE, General Manager (Persian Gulf). 
















BRANCHES also at MELBOURNE and SYDNEY (Australia) ; APIA 
(Samoa) ; SUVA, LABASA, LAUTOKA, BA and NADI (Fiji). 


Incorporated with Limited Liability in New Zealand in 1861 







Affitiated institution in Syria and the Lebanon 
BANQUE DE SYRIE ET DU LIBAN 
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Old Problems in Latin America 


Some Latin American countries have recently 
moved towards simpler and freer exchanges, 
adopting stricter controls on domestic credit. 
But now falling world commodity prices may 
impede this progress. 


LL Latin American countries are producers and ex- 
porters of primary commodities ; and in all of them, 
as is normal in undeveloped or unindustrialised economies, 
foreign trade accounts for a large part of the national 
income. In general the more diversified the commodities 
that a country depends upon, the less vulnerable is its 
economy likely to be. Last year, before the general weaken- 
ing in commodity prices began, several Latin American 
exchange control systems were being modified in a more 
liberal direction as their trade balances allowed. The 
more liberal systems established by Mexico and Peru a few 
years earlier served as models for reforms among the South 
American countries with more rigid systems ; and it cannot 
be a coincidence that Peru and Mexico, with the most 
diverse economies in Latin America—and also the soundest 
monetary policies—should have been the leaders of the 
movement towards simplicity and freedom in exchange 
systems. 

The impatience of Latin American countries to achieve a 
more advanced level of industrialisation—to be able to 
escape from the “ colonial ” status of primary exporters—has 
led many of them to favour easy money at home with tight 
exchange control as its consequence. But control has not 
saved some exchange systems from becoming labyrinths of 
unreality, Argentina under the Perén regime provided the 
best example. None of the numerous official peso rates 
bore much resemblance to reality. No exchange operations 
except at those rates were legal. But an active black market 
over which the central bank had no control developed at 
rates very different from the official pattern. 

When prices settled down after the Korean war an 
attempt was made to liberalise by tightening credit policy. 
First Brazil, then Argentina, Chile, Colombia, Uruguay 
and Paraguay, established free exchange markets for non- 
commercial operations where only grey or black markets 
had existed before. Some of these countries adopted a 
semi-free system, accompanied by credit restrictions as in 
Peru; others maintained multiple rates and a measure of 
official control. Now that commodity prices are sharply 
falling it looks as though that hopeful movement towards 
freedom must be checked. 


ARGENTINA 


NDER the Perén regime all export earnings without ex- 
U ception had to be surrendered to the central bank at one 
of several exchange rates: the differentiation applied then, 
and to some extent still maintained, was based on the 
amount that basic exports would stand being taxed and 
the extent to which “ marginal” exports needed a favour- 
able rate to be able to compete in foreign markets. Today 
the distinction is between exports through the official ex- 
change market, some of which are also taxed, and those 


that qualify for free market treatment ; there are infinitely 
variable mixtures through the ingenious “ aforo” system. 
An “aforo” is a value per ton or other unit applied by 
the central bank to each commodity: foreign exchange 
up to this value must be surrendered at the official ex- 
change rate ; any excess that the exporter obtains is at his 
disposal to negotiate through the free market, or retain 
abroad. The authorities thus channel into their own hands 
exactly the proportion of export earnings that they consider 
they must have and leave the balance to contribute towards 
the stability of the free market rate. 

Imported goods are classified into several groups: some 
in the official group are subjected to the “ aforo” system, 
which, working in reverse on imports, sets a value per ton 
for which the central bank will supply foreign exchange 
at the official rate, the balance being found by the importer 
on the free market or from his resources abroad. Free 
market imports are further divided into groups on which 
surcharges of various amounts are payable. 

Argentina’s most essential imports alone represent about 
one and a half times the country’s expected export earnings. 
The problem for the central bank is to decide to what 
extent official exchange should be supplied at the expense 
of the official reserves, to what extent these imports should 
be allowed to exert pressure on the free market and which 
of them the country can do without. Changes are con- 
stantly being made in the lists, including deletions of items, 
which means prohibition, but a solution seems no nearer. 
When the peso in the free market dropped sharply recently 
the central bank restored confidence by selling dollars— 
supplied out of the gold reserves. It was not a move that 
can be frequently repeated: it seems merely to admit that 
a mistake had been made in the classification of imports. 
Part of the pressure on the free market has also been specu- 
lative, and the central bank recently issued an order for- 
bidding the banks to lend to their customers for purchases 
of forward exchange. Since forward exchange is required 
for free market imports if letter of credit terms are not 
used, it has become almost unavoidable for importers to 
pay for all free market imports in advance. It remains to 
be seen whether this ruling will work, or whether the 
Argentine central bank will be forced to take a leaf from 
the Chilean or Uruguayan book, exacting returnable prior 
deposits of several hundred per cent. 


BRAZIL 


HE balance of payments problem is as acute in Brazil as 
tr in Argentina, but the Brazilians’ approach is different. 
Brazil is more vulnerable than Argentina to price fluctu- 
ations of one product. Argentina’s exports are represented 
by cereals, linseed, meat, wool and hides ; Brazil’s exports 
are about 70 per cent coffee, with cotton and cocoa poor 
runners-up. 

The firmness of coffee prices in recent years has encour- 
aged coffee-planting in other countries, while the Brazilians 
have been trying by diversification to reduce their depen- 
dence on coffee. Brazil’s share of the world coffee market is 
down from about one-half in the immediate postwar years 
to about one-third today, but coffee remains an unstable 
commodity on which to build a large industrial structure. 
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But if Brazil has one great weakness it also has one great 
source of strength: it is, of all the Latin American coun- 
tries, if not of the world, the most favoured by the United 
States, and until recently never had much difficulty in 
obtaining loans. The Export-Import Bank, the US Treasury, 
the large American banks and the new International Finance 
Corporation have all given help. Several salvage operations 
have been carried out in recent years, and Brazil’s dollar debt 
(including its outstanding loans from the International Bank) 
cannot be less than a billion dollars. Perhaps it is 
because Brazil’s indebtedness to US _ institutions has 
reached a point at which they cannot afford not to keep 
Brazil solvent that the Brazilian approach to its international 
payments difficulties is more liberal than Argentina’s. 

In the mechanics of trade and exchange control the 
Brazilian authorities prefer to let the price mechanism do 
the work. All trade is conducted at the official rate but, 
as this bears no relation at all to the real value of the 
cruzeiro, exporters receive premiums. These premiums 
amount to differential exchange rates on various com- 
modities. Under-invoicing by incorrect statements of 
quality in coffee shipments is winked at. For imports, 
exchange is auctioned, at differing premiums according to 
the classification of the goods. The Brazilian central bank 
does not allocate quotas of exchange to particular com- 
modities as is done in Argentina and Uruguay but divides 
its available exchange between the two (formerly five) 
groups into which all imports, with no prohibitions, are 
classified. The “ general ” group is made up of commodities 
that are considered essential and are not competitive ; it 
secures 94 per cent or more of the exchange auctioned. 
The “special” group includes all other goods, including 
goods that compete with local manufactures, luxury goods, 
and others that in Argentina would probably be prohibited. 

The Brazilian Congress has recently approved a new 
and higher customs tariff, and a system of prior deposits 
is to be introduced. These measures may reduce the 
pressure of demand at the currency auctions. Credit con- 
trol has been applied somewhat half-heartedly and too 
late to prevent a high degree of inflation. The Sao Paulo 
press complains that the banks have been granting credit 
to importers and that they have been too ready to grant 
it to the local subsidiaries of foreign industrial firms to 
cover local construction and installation costs. Whatever 
the truth of these strictures, Brazil’s new measures are about 
to face a stiff test. The attempt to hold the price of coffee 
while other commodity prices are falling depends now, not 
on Brazil alone, but on a ring of seven Latin American 
producers, but does not include the important African pro- 
ducers. Most of Brazil’s partners in the new venture are 
new hands at the dangerous game of holding commodity 
prices and financing surpluses. If disaster is to be avoided 
credit control will need to be tough and the incipient 
unemployment in Sao Paulo may spread. 


CHILE 


HILE, like Brazil, is a one-product country, but copper 
C is produced in Chile mainly by three mining com- 
panies that are subsidiaries of two large US mining cor- 
porations, and the export earnings. of Chilean copper come 
back to the country only partially, through the government’s 
receipts in respect of taxation on copper production and 
through the companies’ expenditure on their operations. A 
change in the price of copper, however, affects the com- 
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panies’ profits and the government’s exchange receipts. 
These latter, which are expressed in dollars, form the hard 
core of the official exchange reserves and govern the volume 
of imports. By contrast, a change in the price of coffee in 
New York affects thousands of coffee planters, not only in 
Brazil, but in Colombia, Ecuador, El Salvador, Guatemala, 
Costa Rica and Mexico. 

In 1955 Chile achieved the distinction of recording the 
second highest rate of inflation in the world, surpassed only 
by South Korea: the cost of living in Santiago went up by 
about 85 per cent. The Chilean Government then insti- 
tuted several reforms of doubtful value and, more usefully, 
engaged the firm of Klein & Saks who had reformed the 
Peruvian economy in 1950. The experts of that firm base 
their proposals on orthodoxy—free exchanges, trade uncon- 
trolled and credit rigidly controlled. Inflation with its swollen 
demand for imports should not in their view be allowed even 
to appear ; a constant shortage of money encouraging the 
prompt negotiation of export earnings and a general climate 
of stability encouraging foreign investors should strangle 
it at birth. That, with reservations, is what has been 
achieved in Peru. 

But in Chile inflation had reached the point where 
it could be stopped only with serious social con- 
sequences. The rise in the cost of living in 1956 was 
in the region of 35 per cent—by comparison with 1955 
almost an achievement—but enough inflationary pressure 
has remained to make it impossible to introduce complete 
freedom of trade on the Peruvian model. The solution— 
it appears to be working reasonably so far—has been the 
flexible prior deposit system. Chile’s normal imports are 
classified for the sole purpose of establishing a scale of 
deposits—which range from 5 to 600 per cent. The 
deposits are recoverable after a period. In other respects 
all goods receive equal treatment and all are imported at 
the single commercial exchange rate. Provided credit is 
kept taught the prior deposit checks import demand, and 
adds less to the final price of the goods than does the 
Brazilian type of currency auction. 


OLOMBIA, Uruguay, Paraguay, Ecuador and others have 

found the combination of prior deposits and credit con- 
trol—with or without embellishments in the way of classi- 
fication of goods, “aforos,” or differential exchange rates 
—-preferable to detailed physical control with all its loop- 
holes, and more effective in selecting the type of goods to be 
restrained than a tight money policy alone. 

Properly handled, this is among the most promising of 
the expedients yet tried for cutting through the labyrinth 
of Latin American exchange rates, and for combating the 
endemic disease of inflation with its long history of default 
and partial default. It would be folly to think that it alone 
can provide a basic solution for the economies of these 
countries, struggling to become industrial when they are in 
fact agricultural and struggling to enjoy a standard of living 
that their agriculture does not regularly sustain. The 
severest of tests, a falling trend in world commodity prices, 
has now overtaken Latin America at the very moment when 
common sense and more liberal, more orthodox financial 
policies had begun to blossom out. It now seems almost 
inevitable that the folly of agricultural cartels and the with- 
holding and financing of surplus stock by economies that 
cannot stand the burden must follow. The outlook this 
year has grown suddenly bleaker. 
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Business 
or pleasure 
in Norway 


Ie JME IK AS SIE N 


Chisiiania Bank og Hedithauo : 


OSLO - NORWAY - Telegrams: KREDITKASSEN 


Norway’s oldest Commercial Bank 


S. JAPHET & CO., 
LTD. 


Merchant Bankers 


30, ST. SWITHIN’S LANE 
LONDON, E.C.4 


Telephone: MANsion House 2577 
Telegrams: INTERAXIS, LONDON 
International Telex: 28338, 28339, 28383 (Securities) 


A MEMBER OF THE CHARTERHOUSE GROUP 
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Eastern C 
Close-up 





Enquiries are welcomed from businessmen wishing to extend 
their activities in the markets of the East. With over 100 
Branches in the leading centres of Industry and Commerce 
in India, Pakistan, Malaya and Burma, The United Com- 
mercial Bank is well equipped to advise on trading poten- 
tialities. ‘The Bank’s Quarterly Review, which contains 
helpful factual information on current economic and 
industrial conditions, is available on request. 


THE UNITED 
COMMERCIAL BANK LTD, 


Incerpo: ated m India 6th January 1943 
Head Office: 2 INDIA ExcHANGE PLAce, CaLcurTra. 
London Office: 12 Nicnovas Lane, E.C.4. 
Branches in South East Asia: Burma—AkyAaB, BASSEIN, MANDALAY, 
MOULMEIN, RANGOON 
Malaya—kvUALA LUMPUR, PENANG, SINGAPORE, Hongkong 
CHAIRMAN: G. D. BIRLA, GENERAL MANAGER: S, T. SADASIVAN. 


NATIONAL BANK 
OF PAKISTAN 


Incorporated under the National Bank of Pakistan Ordinance, 
No. XIX of 1949, and sponsored by the Government of Pakistan. 
The liability of members is limited. 


ESTABLISHED 1949 


President... e “a — N.E. Dinshaw 
Managing Director .. - A. Muhajir 
Government Director. Mumtaz Hasan 


Authorised Capital ... we Pan. RE 6,00,00,000. 
Issued and Subscribed ag Fa eS 6,00,00,000. 
Paid-up , -.- Pak. Rs. 1,50,00,000. 
Reserve Fund (31. 12. 56) as ae ee 85,00,000. 
Deposits (31.12.56) .. «ws Fe Re 48,58,00,000. 


67 branches, and also sub-branches, throughout Pakistan. 

Foreign branches at Calcutta (India) & D’Jeddah (Saudi 

Arabia). Foreign Correspondents in leading business 
centres throughout the world. 


Banking business of every description transacted. 


HEAD OFFICE: VICTORIA ROAD, KARACHI 
LOCAL PRINCIPAL OFFICES: KARACHI, 
LAHORE, DACCA 
LONDON OFFICE: 20 EASTCHEAP, LONDON, 
E:¢.3 
London Manager: J. A. F. Sievwright 
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STATE COMMERCIAL BANK 
BURMA 


(Incorporated under the State Commercial Bank Act, 1954) 


Established August 1954 


THE LARGEST COMMERCIAL BANK IN BURMA 
Authorised Capital 

Paid-up Capital 

Reserved Fund 


As bankers to the Government, State Trading Organi- 
sations Joint Ventures and Major private business in 
Burma the Bank is in a unique position to serve you 
in this country. 


Head Office :—Rangoon. 
Branches :—Mandalay, Moulmein, Bassein, Akyab, 
Taunggyi, Pegu, Henzada, Shwebo, Myingyan and 
Prome. 


a 
ans 
POL 
mee ach 
EXCHANGE 
FACILITIES 


THe Mrrsusisnt Bank, Lp. 


LONDON BRANCH: 82, King William Street, London, E.C.4. 
HEAD OFFICE: Marunouchi, Tokyo. BRANCHES: 155 throughout Japan 
NEW YORK BRANCH: 120, Broadway, New York 5, N.Y. 


| 
| 
| 
| 
| 
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ARAB BANK 


LIMITED 


ESTABLISHED 1930 
Head Office: Amman, Jordan 


Capital & Reserves J.D. 5,400,000 
Total Assets J.D. 72,000,000 


(1 J.D. JORDAN DINAR = £1) 


BRANCHES : 


EGYPT IRAQ JORDAN LEBANON LIBYA 
QATAR SAUDI ARABIA 
SUDAN SYRIA 


BRANCHES UNDER ESTABLISHMENT 
IN ADEN, MOROCCO, TUNISIA 


BANQUE 
POUR LE COMMERCE 
SUISSE-ISRAELIEN 


SWISS-ISRAEL TRADE BANK 


6-8, rue de la Confederation 


GENEVE 
ainst que ses banques affiliées 


NH aday tg 
ET FINANCIERE D'ORIENT 
RM Lag 
PARIS [Xme 


THE FOREIGN 
bat ae Laat 
39, Rothschild Boulevard 
eae wan 


ét ses bureaux de representation 


Mr. M. A. HARDOON 

Muang Thai Life 

UNS Le UCT 
AC El 
Gn 


M. L. HARRIS 

ee mL 

CREM el | 
LONDON, E. C. 2 


se feront un plaisir de vous conseiller pour l’exécu- 
tion de vos transactions bancaires internationales. 





THE ECONOMIST NOVEMBER 23, 1957 


1 
| 








2 HYPOTHEKEN'U. 
WECHSEL- 
BANK 





Head Office: Munich 
9-15 Theatiner Street 


More than 200 Branches 
throughout Bavaria and the Palatinate 


Capital and Reserves 
DM 100.010.000.-- 


All Banking Transactions 





President: KIICHIRO SATOH 


MITSUI BANK 


LIMITED 


Head Office : Tokyo, Japan 
Branches : 100 Throughout Japan 
London Branch : No. 34/35, King Street, London, E.C.2, 
England. Tel.: Monarch 7881-4 
Also Overseas Branches at New York, Bangkok & Bombay. 
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BERMUDA’S 
Oldest Bank 


THE BANK OF 
N.T. BUTTERFIELD 
& SON LTD 


HAMILTON : BERMUDA 


Managing Director — The Hon. H. D. Butterfield 
C.B.E. M.C.P. 


Established 1858 © Cables FIELD Bermuda 


Ww: PROVIDE all Types of Commercial Banking 

Services and our TRUSTEE DEPARTMENT is equipped 
to act as EXECUTOR ADMINISTRATOR TRUSTEE MANAGER 
CUSTODIAN etc. and to administer the affairs of 
COMPANIES incorporated for the purpose of owning 
all types of Assets 


Correspondents of leading Banking Institutions 
all over the world 





30 INTERNATIONAL BANKING SURVEY 


World-Wide Banking Services 


SUMITOMO BANK 


HEAD OFFICE: OSAKA, JAPAN 
137 BRANCHES IN KEY CITIES THROUGHOUT JAPAN 


renee #8 
egepeecz te 
ge ROREEEE “ oe 
pies vey a : : . 


eggs 


OVERSEAS OFFICES THE SUMITOMO BANK 


NEW YORK AGENCY ery 

LONDON BRANCH HEAD OFFICE: SAN FRANCISCO 

KARACHI REPRESENTATIVE OFFICE BRANCHES : LOS ANGELES 
SACRAMENTO 


CREDITO 
ITALIANO 


Head Office in Milan 
266 Branches in Italy 


London Representative—O. Petit 
158, Fenchurch St., E.C.3 
Telephone: MIN 8851/2 


REPRESENTATIVES also in: Bombay 
Buenos Aires—Frankfurt a/M—New York 


Paris—Sao Paulo—Zurich 
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JOH. BERENBERG, GOSSLER 
& C0. 


Founded 1590 


Foreign Trade 


Bankers 


HAMBURG 11, Alterwall 32 
Telephone: 321266 Teleprinter: 0211736 and 0212554 


Telegraphic Address: Berenberg 


3 Authorized Foreign Exchange Bank 
| sh 


BANK, LTD. 


Head Office: Nagoya 


179 Offices 


throughout Japan 


Representative Offices 
New York: Singer Building, 149 Broadway, New York 
Tel.: Worth 2-0867 
London: 107 Old Broad Street, E.C.2, London 
Tel.: Wall 7376, 7377 
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First in 


industrial Finance 





SWISS CREDIT BANK 
(Credit Suisse) 


Established 1856 











IBJ’s Share in the total Equipment Fin- 
ance for all Industries by Non-Govern- 
ment Banks accounted for 35-1 % as of 
March 1957. 







Capital and Reserves Swiss Francs 250,000,000 


















With branches in all parts of Switzerland and also 
at 25 Pine Street, New York, and with correspon- 
dents throughout the world the Swiss Credit Bank, 
one of the oldest and largest in Switzerland, 
provides an efficient service for all kinds of banking 
transactions. 


Please address your enquiries to the Head Office 
in Zurich, or to: 


The United Kingdom Representative 
Robert J. Keller 


4 Tokenhouse Buildings, Kings 
London, E.C.2 








Arms Yard, 










Affiliated Companies 


Credit Suisse (Canada) Ltd. 
1010 Beaver Hall Hill, 
Montreal 










Swiss American Corporation 
25 Pine Street, 
New York 






IBj’s Share by Industries 





THE 
EASTERN 
BANK LTD 


Subscribed Capital £2,000,000 
Paid-up Capital iar £1,000,000 
Reserve Fund lle £1,500,000 




















Every description of Banking and Exchange 
business undertaken 


Executor and Trustee Business Transacted. 








Branches in Source : Bank of Japan 


LEBANON, IRAQ, BAHRAIN, 
QATAR, ADEN, MUKALLA, THE 


PAKISTAN, INDIA, CEYLON, 
SINGAPORE and MALAYA INDUSTRIAL BANK 
shah Sit OF JAPAN, LTD. 


2 & 3, CROSBY SQUARE Head Office: Marunouchi, Tokyo, Japan 
LONDON, E.C.3 | New York Office: 30, Broad Street, New York 4, N.Y. 





Established : 1902 
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PHILIP HILL, HIGGINSON 


& CO. LIMITED 


BANKERS 


34, Moorgate, London, E.C.2 


PHILIP HILL, HIGGINSON & Co. (AFRICA) LIMITED 


80, Commissioner Street, Johannesburg 


Correspondents in U.S.A.: 
HARRIMAN RIPLEY & Co. INCORPORATED 
63, Wall Street, New York, 5 





NETHERLANDS BANK > 
OF SOUTH AFRICA 


LIMITED 


(Incorporated with limited liability in the Union of South Africa) 


HEAD OFFICE : 
CHURCH STREET, PRETORIA 


London Office: 


37, LOMBARD STREET, E.C.3 


BRANCHES IN ALL IMPORTANT CENTRES 

OF THE UNION OF SOUTH AFRICA AND 

SOUTHERN RHODESIA, AND IN SOUTH WEST 
AFRICA AND NORTHERN RHODESIA 


Associated with 
NEDERLANDSE OVERZEE BANK N.V. 


Head Office: AMSTERDAM Herengracht 546 
Branches in THe HaGuet, ROTTERDAM and HAMBURG 


BANQUE BELGO-NEERLANDAISE D’OUTRE-MER S.A. 
BrRussELs and ANTWERP 
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THE BRITISH BANK 
OF THE MIDDLE EAST 


Incorporated by Royal Charter 1889 


HEAD OFFICE: 6/7 KING WILLIAM STREET, LONDON, E.C.4 
Mansion House 2643 (6 lines) 


CAPITAL FULLY PAID £2,000,000 - PUBLISHED RESERVES £2,171,209 


CHAIRMAN, Sir Dallas Bernard, Bart. 

DEPUTY CHAIRMAN: GENERAL MANAGER: 
G.C.R. Eley, c.B.£. H. Musker, 0.B.£., M.C. 
BRANCHES IN 
ADEN - INDIA - IRAQ - JORDAN - LEBANON 
LIBYA - SAUDI ARABIA - SYRIA- TUNISIA - KUWAIT 
BAHRAIN - DOHA - DUBAI - SHARJAH - MUSCAT 
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RAFIDAIN 


BANK 


HEAD OFFICE: BAGHDAD 


Telegraphic Address: Rafdbank 
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For the convenience and assistance of all 
interested in Iraq, Syria and the Lebanon, as 
a field for business expansion, The RAFIDAIN 
BANK provides complete banking and infor- 
mation services. Enquiries will be welcomed. 


>> 


SS 


BRANCHES—Iraq: BAGHDAD, 
BAGHDAD-SOUTHGATE, BAGHDAD-SAADOON, BASRAH, 
MOSUL, KIRKUK, HILLAH, AMARAH, NAJAF, NASIRIYA, 
BAQOUBA, SULAIMANIYAH, ARBIL, DIWANIYAH, KUT. 

Lebanon: BEIRUT. Syria: DAMASCUS, ALEPPO. 


London Office: 25 Abchurch Lane, E.C.4 
Tel: MANsion House 3787 
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